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1. Introduction

Results of the Czech agriculture and food industry during last years open up a
range of questions concerning the benefits and risks of membership in the European
Union. However, they can also be an opportunity to consider to what extent we are
able to take over the existing rules and use conditions imposed by directives ofthe
Community and to what extent we are able to actively assess the situation and ade-
quately respond to the development ofthe economic environment in broader Euro-
pean and international contexts. We can see that significant regional and structural
differences are still hidden behind aggregated data about average economic per-
formance of the food economic system ofthe EU and that different approaches and
priorities for solutions to individual issues can be chosen, provided that the issues
have been identified and assessed in an objective manner.

2. Aim and methodology

The aim of the paper is to characterize crucial signs of changes caused by the
globalization processes in the agro-food sector and their consequences for achiev-
ing competitiveness of enterprises. To examine the influence of the shaping of agri-
business and its market structure on the position of agricultural companies and di-
rectly related segments in the field of the processing of agricultural products in this
context from the perspective of achieving competitive advantages and the actual
economic benefit in the conditions of the particular region.

From the methodology perspective, the contribution is divided into two parts:
the first part defines relevant criteria of the competitiveness of agricultural compa-
nies in current agribusiness and the second part focuses on the influence of the
market structure on the prosperity of enterprises at the level of primary production
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and processing segments in the commodity vertical of agribusiness and the chance
to participate in the creation of added value in final products. Arguments used in
the work are generalised to certain findings of analyses carried out in the Czech
agri-food economy.

3. Results and discussion

Contemporary agriculture is far from being an enclosed autonomous system;
not only due to the acceptance of its role in the sustainable development of society,
but exactly due to the changes in the position of agricultural production within the
foodstuff economy. It is this "production” function where the specialization of pri-
mary agricultural production into sectors is quickly overcome. Agribusiness sha-
ping processes are typical of the inclusion of companies in many sectors that more
or less participate in the production, processing and distribution of foodstuffs into a
self-contained system. In this process, the influence of finalizing segments (proce-
ssing and distribution) during the shaping of demand for raw products grows, from
the perspective of structural and economic characteristics, and affects the allocation
and the level of utilization of production factors, which fact is also reflected in the
potential development ofindividual regions with much broader economic, social and
political consequences. In practice, the acceptance of the consumer concept in the
Common agricultural policy (CAP) as well as the shift of focus to the finalizing
segments of the processing and distribution of foodstuffs ever more significantly
form a new and harder competitive environment of both food processing compa-
nies and agricultural companies. Ever more often, a limiting condition for the level
and choice of the structure of agricultural production in the particular region is
success in the sales of source agricultural products in the form of demanded fi-
nal/food products on end consumer markets.

No need to emphasize that the process of expanding the agrarian market with-
out significant barriers brings about many changes that positively influence the de-
velopment ofthe particular segment ofeconomy. In general, conclusions of theore-
tical works, analyses and studies related to this issue can be generalized in the fol-
lowing fields of arguments [Becvarova 2002] :

- expansion to bigger markets supports the differentiation of products and causes
regional transfers of production capacities and the growth of production with
the most efficient entities and thereby accelerates specialization and the related
possibilities to achieve savings from large-scale production; at the same time,
the potential and recoverability of utilized innovations increase;

- increased competition on larger markets supports and accelerates better alloca-
tion of production factors towards (the most) efficient activities and entities;
this fact also creates better starting points for the increase of competitive
strength on the world market;
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- larger common market and increasing competition require but also facilitatefa -
ster technical and scientific development, the development of new products, pro-
cesses, technologies and procedures through common (internationally linked)
research and its application in practice in all national economic systems con-
nected to this market.

If we define the competitiveness of a certain economic system as the ability to
achieve results corresponding to the aims o fthe system and the dynamics thereofin
a competitive environment, it is clear that a prerequisite for achieving unbiased aims
in agrarian sector, including the selection of criteria for the evaluation of the extent
to which they were achieved, is the knowledge of the range of factors determining
their fulfilment.

To assess the competitiveness ofagricultural enterprises, we may choose at least
two approaches related to the definition ofthe level of the economic system, the qua-
lities (i.e. competitiveness) and behaviour of which should be assessed, which fact
is related to the choice ofthe level of differentiation and examination criteria [Bec-
varova 2005], From the perspective of method and methodology, we may choose an
approach based on either (1) inter-company comparison at the horizontal level of
the particular stage of production or processing of the final product or (2) prerequi-
sites for participation in the creation of added value in the final product, i.e. from the
perspective of successful participation of a company in the appropriate stage of the
foodstuff vertical.

The second approach is based on the dynamic concept o f competitive advanta-
ges of the entire system. The advantages are measured not only by the results of a
relatively independent entity on a specific agrarian market that corresponds to the
particular stage of the increase in value of the original raw product within commo-
dity foodstuff chains, but also by the benefit resulting from the connection and mu-
tual relationships of entities participating in the development, production, proce-
ssing and distribution of foodstuffs within the entire process, i.e. savings of transa-
ction costs of the appropriate commodity chains. The success of those interactions
is one ofthe crucial factors influencing the structure and extent of agricultural pro-
duction in the particular region, regardless of whether the processing company is
located in this region or notl

The shaping of agribusiness, whether fully accepted in the structural and eco-
nomic policies of individual countries or not, brings about new views of traditional
approaches and the assessment of technical and economic efficiency of agricultural
enterprises and the application of agricultural management systems. Science find-
ings of agribusiness in American, Australian and European conditions [e.g. Boehlje

1While regional affiliation of agricultural enterprises usually depends on the location of cultivat-
ed land, regional aspects are less important in the relationship to related segments of the commodity
vertical. Within a specific region, bonds and especially the efficiency of directly related segments that
process their production, i.e. usually food processing companies, are of importance for agricultural
enterprises; the competitiveness of a food processing company, especially its successful participation
in the appropriate foodstuff vertical and selection of the supplier of the source raw product, deter-
mines the actual demand on the market of agricultural products.
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et al. 2002; Connor 2003; Harvey 2005] as well as results of our research into the

conditions of transitive economic systems such as the Czech Republic [Becvarova

2002; 2005; BcCvarova. Vinohradsky 2004; 2006] show that in current conditions,

there are at least two crucial changes affecting the business environment of agricul-

tural enterprises caused by this development:

- growing influence ofthe market structure of agribusiness on the shaping of agra-
rian markets;

- the expansion of control systems by finalizing segments and the enforcement of va-
rious forms of out-of-market coordination of activities within commodity food-
stuff chains.

As demand becomes the crucial relationship forming conditions in a range of con-
nected agrarian markets, the influence ofthe market structure of agribusiness rises
significantly. During permanently excessive supply, which is typical of the majori-
ty of agricultural products in Europe, the market structure with signs of imperfect
competition increases the risk and enables the market power of customers to be mi-
sused. At the same time, however, it often decelerates the coordination processes of
activities related to the reduction of transaction costs in the commodity chain and
becomes another factor in the imperfect transfer of demand in the sequence of agra-
rian markets from consumers to agricultural producers.

If we use the definition ofthe term marketpower as the ability ofan enterprise to
influence the marketprice ofgoods or services without the risk oflosing all custo-
mers and causing their departure to competing companies [Wikipedia, 2006], it is
clear that the market power exhibit is related to a certain type of market failure and
the level of imperfection of competition that characterize the appropriate market
structure. The signs are present not only in sectors preceding or following primary
agricultural production, but they also influence the business environment and the
markets on which primary agricultural producers operate2.

From the perspective of end customers, even the existing market structure of fi-
nal segments of agribusiness shows as a (temporary) positive influence on the con-
sumer prices in the final markets of transitive economic systems such as the Czech
Republic.

Contrary to the criticism of imperfect competition that is usually based on argu-
ments about the inefficient allocation of resources and that is supported with analy-
sis of the surplus of producers and consumers in the conditions of perfect competi-
tion and monopoly the positives of such market structure in a practice have been
identified. The approach above does not consider savings from large-scale produc-
tion that enables the efficient use oftechnological innovations and better allocation

2E.g. the influence of monopsony of the processing industry indirectly influenced by the rela-
tionship between the foodstuff industry and the trade usually exists in relation to primary agricultural
production companies, i.e. on markets of agricultural products, a limited monopoly or bilateral oli-
gopoly is typical of the relationship between foodstuff companies and the trade industry, i.e. the
foodstuff market, an imperfect competition is also typical of markets with inputs where the influence
and market power of the monopoly/oligopoly of supplier sectors can be identified.
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of resources, a sign typical of concentrated production. There is assumed that iden-
tical cost curves exist in both instances. However, in sectors participating in agri-
business, similarly as in other sectors of the economic system, implemented savings
from large-scale production are based on mass, serial production and new tech-
nologies and cannot be fully implemented in the conditions of perfect competition.
Another positive feature is the higher productivity of work based on the moderniza-
tion of production facilities and faster application of the results of research and
development in big enterprises with strong capital that rationalize the production pro-
cess and other operational activities. The result is that in an imperfectly competiti-
ve environment, theoretically speaking, consumers could achieve higher gains from
consumption than on a perfectly competitive market.

Interpretation is a much more complex problem, though from the perspective of
agricultural producers as suppliers ofraw products. In this case, the market power
of big food companies manifests itselfthrough deformed conditions of demand for
agricultural products, including negative influences on the formation of prices paid
to farmers. The market power of crucial entities in sequence within agribusiness ena-
bles the increase (to accelerate the decrease) in the market price of agricultural pro-
ducts to be limited and thereby achieve a certain share of agricultural enterprises in
the final price of products, despite rather strong regulations and the application of
systems and tools of direct support to prices of agricultural products in agrarian po-
licies of crucial world competitors. The requirement arises from the need for quick
response and adaptation to changing external and internal conditions, including ri-
sing demands for the coordination of activities within commodity verticals. The pressu-
re on cost savings, on the one hand, and the efforts to control more stages of the food
chain, on the other, are crucial motives causing consolidation in agribusiness, at
horizontal/regional as well as vertical/over regional levels.

4. Conclusion

It is obvious that despite regulatory interventions and different levels of legisla-
tive environment, in general, the development in agribusiness will further increase
the dependency of agricultural enterprises on related segments of foodstuff chains, in-
cluding the transfer of risks and the enforcement of market power in a broad range
of mutually connected markets.

We can also expect the expansion of relevant markets accompanied by the over-
coming of regional limits in interactions between primary production, purchase and
first-level processing of agricultural products. Even if this development in Europe
is mostly said to be the result of the concentration of trade companies, consolida-
tion processes are currently in progress, especially in various fields of the foodstuff
industry. In order to strengthen their influence and preserve their competitive ad-
vantages on markets of food products, promising companies in this segment of the
vertical seek and prefer suppliers of agricultural products that offer permanent su-
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pplies of relatively big batches of agricultural products with even quality and at reaso-
nable prices. Although at the current stage of development, agricultural enterprises
are significantly limited by regulatory mechanisms of the CAP, which is undergoing
gradual reformation, they should not be merely passive recipients of incoming
changes. In relation to a certain level of decentralization in the selection and allo-
cation of economic tools within the concept of direct payments and individual axes
ofthe Structural Development Fund, producers (and processing companies) should be
supported by such tools that enable them to utilize unique knowledge and available
opportunities for the creation of long-term competitive advantages anticipating chan-
ges in the business environment.

References

Becvarova V., The changes ofthe agribusiness impact on the competitive environment ofagricultural
enterprises, “Agricultural Economics” 2002, Vol. 48(10), pp. 449-455.

Becvarova V., Podstata a ekonomické souvislostiformovcmi agrobyznysu, Vyd. MZLU Brno, 2005.

Bedvaiova V., Vinohradsky K., Pricinné souvislosti dferenciace ekonomického vyvoje zemédelskych
podniku  regionu NUTS 2 Jihovychod, Universitas Bohemiae Meridionalis Budovicensis,
Economics, Management and Trade 2004 Vol. 28.

Becvarova V., Vinohradsky K., The concept ofagrarian subsidies and criteria ofdiverse natural con-
dition in agriculture, ,,Roczniki Naukowe SERIA” T. VIIIZ. 6, Warszawa-Poznan 2006.

Boehlje M.D., Akridge J.T., Kalaitzandonakes N.G., Preparingfor success in the agribusiness market
place, “Journal of Agribusiness” 2002 No 20 (1).

Connor J.M., The Changing Structure of Global Food Markets'. Dimensions, Effects, Policy Impli-
cations, Conference Paper, The Hague 2003.

Harvey D.R., What do we need to know? Implications of the knowledge economy, the information
society & ICT, Agrarian Perspectives XIV, Prague, 2005.

The paper has been prepared in the course of the solution of TD No. 04 of the Research Project PEF
MZLU MSM 6215648904 - Czech Economy in the Processes of Integration and Globalization and
the Development of Agrarian and Service Sectors upon the New Conditions of the European Integrat-
ed Market.

WPLYW STRUKTURY RYNKU AGROBIZNESU
NA SRODOWISKO BIZNESOWE W REGIONIE

Streszczenie

Autorka omawia najwazniejsze sygnaty zmian powodowanych procesem globalizacji w sektorze
agrofood. Zbadano wplyw ksztattowania agrobiznesu i jego struktury rynkowej na pozycje firm
rolniczych i bezposrednio powigzane segmenty w obszarze przetwarzania i dystrybucji produktow
rolniczych w tym kontekscie z perspektywy osiggniecia przewagi konkurencyjnej i biezacej korzysci
ekonomicznej w warunkach okreslonego regionu.
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